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24 February 1987
OCA 87-0624

MEMORANDUM FOR: Deputy Director of Personnel
: ‘Chief, Insurance Branch/OP
Chief, Administrative Law Division/0GC

.STAT FROM: Legislation Division
' Office of Congressional Affairs
SUBJECT: Health Insurance Financing
l. Attached is a copy of a draft bill proposed by the
Office of Personnel Management which is designed to revise the
method for computing the Government's contribution to the
premiums of the Federal Employees Health Benefits (FEHB)
Program. Rather ‘than compute a simple average of the premiums
charged for high- option coverage by the six largest FEHB
Program plans, the bill would change the formula to a welghted
aVerage of the premiums of all FEHB plans.
2. As our comments are due to the Office of Management and
Budget by 27 February 1987, I request that you give me your
‘ comments as soon as possible. You may contact me on secure
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- “0; ' UNITED STATES _
{ -5 ' OFFICE OF PERSONNEL MANAGEMENT
R J')\ WASHINGTON, D.C. 20415

Office of the Diractor

Honorable George Bush
President of the Senate
Washington, D.C. 20510

Dear Mr. President:

The Office of Personnel Management (OPM) submits herewith a
legislative proposal, "To amend title 5, United States Code,
to reform the financing of the Federal Employees Health
Benefits Program, and for other purposes.” This proposal
would change the method for determining the Government's
contributions to the Federal Employees Health Benefits
(FEHB) Program to reflect more accurately and equitably
current trends in the FEHB Program. The proposal would also
require the U.S. Postal Service and the District of Columbia
government to assume their  appropriate share of FEHB pre-
‘miums, thereby eliminating the residual subsidy provided to
those institutions out of appropriated funds. We request
that this proposal be referred to the appropriate committee
for early consideration.

Currently, the Government's contributions to the premiums of
FEHB Program enrollees are based on a simple average of the
‘premiums. charged for high-option coverage by the six largest
plans in the Program. This formula was established in 1970
when the overwhelming majority of enrollees had chosen to be
in the high-option plans offered by the "big-six" providers.
The FEHB Program now offers more than seven times as many
plans as it did then, and there has been a steady shift to
low-option plans along with a ‘diminution of the concentra-
tion of enrollment in the "big-six" plans. This shift
creates the need to revise the method for calculating the
Government's contributions. Therefore, the proposal would
change the formula to a weighted average that reflects the
premiums of all FEHB plans and the distribution of enrollees
among those plans. This change to a program-wide weighted
average calculation for the Government contributions would
result in an amount that reflects the current operation of
the FEHB Program, and that is not skewed towards those plans
and rates that no longer represent enrollment patterns in
the Program. ' :
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Honorable George Bush , ‘ 2

The proposal would also change the FEHB law with respect to
the Federal Government contributions on behalf of U.S.
Postal Service and District of ‘Columbia government annui-
tants and their survivors. This change would eliminate
these subsidies by the Federal Treasury to the U.S. Postal
Service and the D.C. government.

A significant, though partial step in this direction was
taken by Public Law 99-272, the Consolidated Omnibus Budget
Reconciliation Act of 1985 (COBRA). Prior to COBRA, FEHB
law authorized annual appropriations for FEHB contributions
on behalf of all annuitants and their survivors. For the
first time, COBRA required that the Postal Service make the
"Government contributions” on behalf of employees who retire
from the Postal Service on or after October 1, 1986. COBRA
made no provisions, however, for eliminating the subsidy for
those annuitants who retired before October 1, 1986, or for
survivor annuitants. Nor did COBRA address the continuing
subsidy for the District of Columbia government's share of
the "Government contributions"” for its annuitants and their
survivors. This proposal would completely eliminate this
residual subsidy by requiring the U.S. Postal Service and
the District of Columbia govermment to foot the bill for
their share of FEHB coverage, as is required of all Federal
agencies under the FEHB Program. While this proposal would
have no effect on the premiums of Postal Service and D.C.
government employees and annuitants, it would complete the
FEHB funding reforms begun by COBRA, and would result in a
more equitable assignment of financial responsibility for
funding the FEHB Program..

We estimate that this proposal would result in the following
savings to OPM:

(In Millions)

Elimination of

;Weightéd Average Postal/D.C.
Formula Subsidy ' Total
FY 1988 $ 79 $ 423 $ 502
FY 1989 $104 $ 485 $ 589
FY 1990 $113 v $ 544 '$ 657
FY 1991 $130 $ 630 ' $ 760
FY 1992 $145 - _$ 705 $_ 850
5-YEAR TOTAL  $571 = $2,787 ~$3,358
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Honorable George Bush : : ) 3
The Office of Management and Budget advises that enactment
of this proposal would be in accord with the program of the
President. - ‘

A similar letter {s being sent to the Speaker of the House
of Representatives.

~ 8incerely,

Constance Horner
Director

" Enclosures

$
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A BILL

Be it enacted by the Senate énd House of Représentatives of

the United States of America in Congress assembled, That this Act

'may be cited as the "Federal Employees Health Benefits'Financing

Reform Act of.1987".
Sec; 2. (a) Section 8906(&) of tiﬁle 5, United States Code,
is amended to read as follows: |
"(é) The Office of Personnelkﬂanagement shall determine the
average of the sﬁbscription charges in‘effect on the beginning
date of each contract year with respect to self-only and self-
and-family enrollments under this chapter, weighting the sub-
scription charge for each plén by the number of self-only and
self-and-family énrollments, as applicable, in that plan during
the previous conﬁracf year, as determinéd by the Office. The
subséription charge for a piaﬂ.that did not operate under this.
chapter during such previous contract year‘shall not be included
in such déterminétion.".
 (b) Section 8906(g)(2) of title 5, United States Code, is
amended to read as follows: |
| "(2) The Government cont:ibutioﬁs authorized by this
section for health benefits for an annuitant shall be paid
by--
‘ "(A) the United States Pbstal Service, in the case
of an annuitant whose eligibility for an annuity is

based on a separation from service with the Postal
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Service or the Post Office Department, or who is a
- survivor of such an ar;nuitant or a surv-ivdr of an
empioyee who died while employed by the Postal Service
or thé Post Office Department; or '

"(B) the government of thev District of Columbia, .

in the case of an annuitant whose eligibility for an

annuity is based on a separation from service with such

government, or who is a survivor of such an annuitant
or a survivor of an employee who died while employed by
such government.". |

Sec. 3. (a) The amendment made by section 2(a) of this Act
shall take effect with respect to contract years beginning after

the.date of enactment of this Act.

(b) The amendment made by section 2(b) of this Act shall

take effect on October 1, 1987.
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SECTION-BY-SECTION ANALYSIS
To accompany a draft bill
"To amend title 5, United States Code, to reform the

financing of the Federal Employees Health Benefits
Program, and for other purposes."” v

Section 1. Short Title

The first section of the bill provides a title, the "Federal
Employees Health Benefits Financing Reform Act of 1987."

Section 2. Financial Reforms

Subsection (a) amends 5 U.S.C. 8906(a) to change the formula
used to determine the Government's contributions to
enrollees' premiums under the Federal Employees Health
Benefits (FEHB) . Program. Currently, the Government's con-
tributions are based on a simple average of the high-option
coverage offered by the six largest FEHB plans. This
subsection changes the formula for the Government's contri-
butions to a weighted average that reflects the premiums of
all FEHB plans and the distribution of enrollees among those
plans. This change provides more equitable cost-sharing
between the Government and its employees by reflecting the
shift of enrollees from high-option to low-option coverage,
and the dramatic growth in the number of FEHB plans.

Subsection (b). amends 5 U.S. C. 8906(g) (2) to provide that
T+ " 5., Postal Service and the District of Columbia govern-

_ ..~her than the Federal Government, shall pay the
Government contributions authorized under the Federal
Employees Health Benefits Program for health benefits for
annuitants of those entities. The Postal Service and the
D.C. government would be required to make such contributions
on behalf of: (1) annuitants whose eligibility for an
annuity is based on separation from the Postal Service (or
the Post Office Department) or the D.C. govermment; (2)
survivors of such annuitants; or (3) survivors of employees
who died while employed by the Postal Service (or the Post
Office Department) or the D.C. government. This amendment
would eliminate the remaining subsidies by the U.S. Treasury
of the Postal Service and the District of Columbia
government under the FEHB Program. _ :
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Section 3. ‘Effective Date

Subsection (a) provides that_the changes to the formula for
determining the Government's contributions for the FEHB
Program shall be effective for contract years beginning
after the date of enactment of this Act.

Subsection (b) requires the U.S. Postal Service and the
District of Columbia government = to begin waking the
"Government contributions” on behalf of their annuitants and
survivor annuitants beginning on October 1, 1987. ‘
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